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FACT SHEET
/
f HOUSE PROPOSED MEASURE 586
OR
Floor Amendment with tihe Same Thrust
1. At present, staté\iiquagh§£gggg_ﬁell/wTﬁE/Zheaper than grocery stores

and still make a profit of $2,000,000 a year to help support state acnd
local govermment. This measure could erase that profit.

2. This measure would force the state stores to boost thes retail wine -
prices to at least 77 percent over delivered cost. (The current state
markup is a uaiform 45.9 percent.) Grocers would have nmo such floor on
their markup. They would be free to use a lesser markup, enabling them
to undercut state store prices.

3. Consumers would suffer. Right now an estimated 500,000 pecple--—your
constituents——choose to buy their wine at state stores because prices
are lower. They would be forced to pay 87 cents more for aa average
bottle of wine, or shift their shopping to grocery stores. That
amounts to a 25 percent increass in prices in state stores with no
similar increase imposed on merchants in the private sector.

4. The private sector already has 82 percent of the wine business in
Washington. This could give them the other 18 percent now handled by
state stores.

5. If the state lost its wine business, it would mean a loss of §4,000,000
a year, or $8,000,000 during the next two-year fiscal period. That
would be 34,000,000 less for the state general fund, and $4,000,000
iess for city and county govermments. (In addition to $2,000,000 =
year in profits, the wine sales also pay for $2,000,000 in Board
operating costs that would have to be continued even if the state losts
its wine sales.)

6. This measure would give chain grocers a virtual monopoly on the state
wine business. A study by Dr. Christopher F. Feise, Agriculrure
Fconomist, shows that more than 90 percent of the grocery business in
Seatcle is now controlled by sevec grocery firms, including the big
chaia operators with out—of—ézgzgﬂheadquarters. They would seek a
similar share of the wine business now handled through statie stores.
They could advertise and cut prices, two merchandising tools that would
be denied to the state stores.
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7.

8.

10.

11.

12.

13.

With the state eliminated as a competitor, the merchants in the private
sector could raise their prices to whatever the market would bear.

iad
This measure has a genesis back in 1969 when the winé wholesalers and
retailers pursuaded the legislature to pass the law permitting them to
compete with the state liquor stores on out—of-state wines. These wine
merchants promised greater selection and lower prices. Neither promise

was fulfilled. Prices were not lowerdd. They were raised. Now, 3
instead of lowering the prices to compete with the state stores, they
want a law passed to force the state stores to boost their prices and »

price themselves out of the market.

<
When a simllar forced markup bill was %roposéd in Montana, the press
chided the wine merchants and asked the 1egislature to let the state

storxres compete and not lock their doors with a "grocer's protective
tariff.”

Proponents of this measure say the state.can charge less for its wine
becauge it carries out both the wholesaling and xetailing functions,,
whereas in the private sector these functions are handled by different
firms. If that were the only reason for the state's lower prices, then
the cure would be to permit the private sector to carry out both the
wholesale and retail functions, instead of forclng the liquor stores to
boost their prices at the expense of the consumers.

7
The major reason for the higher prices in the private sector is the
fact that they put their markup on top of the state tax at 75 cents a
gallon. They make a profit on the state tax. The state stores do not.
Based on a markup of 33 1/3 percent at the wholesale level and 33 1/3
percent at the retail level, as testified to at a House Revenue
Committee hearing, the private sector's profit on the state tax amounts
to 58 cents a gallon—25 cents for the wholesalers and 33 cents for the
retailer. The state stores, on the other hand, make no profit on the
state tax. They add the tax at the end of the computation, after they
have marked up the wine 45.9 percent on the delivered cost.

Proponents of this measure say the Liquor Board does not provide an
appropriate allocation of expenses between wine and other liquor
products, thus enabling the state stores to sell for less. Price
Waterhouse, Certified Public Accountants, reviewed the state Liquor
Board's books and verified that a reasonable, proportionate share of
state liquor system operational costs are charged against wine sales.

Despite their freedom to advertise, sell on Sunday, and exercise other
merchandise techniques not available to state stores, the private sec-—
tor with 93 percent of the retail outlets in the state, have been able
to capture only 82 percent of the wine market. That's because the
state has a more efficient system, enabling it to sell wine cheaper.
The state, with only seven percent of the retail outlets, has 18 per-
cent of the wine business. Now the wine merchants want that other 18
percent, but they don't want to lower their prices to get it. They are
asking, instead, that the legislature force the state stores to boost
their prices and price themselves out of the market.

WSA03082

TX060 002



14. This measure 1s a move to de indirectly what coul endone
directly—--force the state out of the wine b451ngg§h tThe Of this
state consistently have rejected initiatives takﬁfgym' taté 6uc\0f
the liquor business. '\\

15. For the foregoing reasons this proposal should be reJected. -
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.. He's going back -
" to:state stores
A couple years ago I made a mistake -

that 1 will, apparently, havetolive with -
for the rest of my wine drinking days.[ -
“:voted in favor of allowing the sale of - -
-wines in grocery stores. Only now do I'*
. ‘¥"realize what ‘a terrible mistake that'-
. was and when I think of what a foolish
L . ¢ thing 1.did it makes my Mogen David-
: . thinned blood start to boil. Imagine, I

kY

!i.iactuq[ly believed .the Montana Beer &, 213
- 7% Wine* Wholesalers “Association - when' " .;

AT S e . they begged for my vote to allow wine
R AT ) “in grocery stores on the premise that,

- in doing so, it would have the effectof -,
X4 * lowering the retail wine prices, in- .
. grocery stores, below the prices of the .’
i'state owned liquor stores. . . i %
I agree. with the wholesalers when
they say that consumers generally
don't shop around for the best wine’
prices because I usually buy wine in the:
grocery;stores while shopping for other
.. staples,’such as cheese and crackers..
1% Not sanysmore!-Afterereading .in -The v
=24 Montana Standard that the wholesalers
%] . are trying to force the state to raise its
" - wine prices so that they, the,
" wholesalers, can make more profitsby
raising the prices of their own wine, I.
have come to a decision. To do my own ..
4 - part in the fight against higher wine' =~
prices, ole Annie Green Springs breath
‘is going to start buying wine ..
exclusively in the state liquor stores. -
Isn't it ironic that the same people - °
. who promised all-of us wine
5 .connoisseurs cheaper ‘wine ‘are,now .
*% demandingi:higher. prices¥ than: ever:
before TRal i K b ok hIh S Al
To the Montana Beer & Wine
Wholesalers, I thank you very much for
allowing me to see, through slightly
bloodshot eyes, that big profits, and not-
the ever higher cost of living for us .«
*. little peopie, is your only concern. Iam - .
.thoroughly. intoxicated with your .
" compassion. _-_--‘JERBY- STILLINGS,
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"-~..A strange twist: &2
’fquor division e—
: now competitive .-

ai =10— ¥ Helena Independent Recorflo;
< Two years ago the Legislature decided to let Leon™ . B
- Messerl)' head of the state liquor division, run the state’s -
llqt.or monopoly like an honest-to-goodness business. -
‘Vlesserly was given a blank check
“to- tun his agency as he pleased. The
only-stipulation- was that he return a -
- $13 -million _profit at the end of tbe
bxenmum ~
“'Messerly * proceeded to mstutute
: some cost-cutting measures, such as
‘. < closing unprofitable stores. He also
‘,—‘ 5 converted some state liquor stores to
T :.agency status — state sanctioned but _
3 » privately run. To date, Messerly has -
: closed ‘seven stores, converted 33 to -
agency status-and opened three new
.stores. He also‘has allowed state .
. stores to accept checks, instituted new hours for some - 5 :

. stores and has hired and layed off employees as demand y
L rose and fell.

It appears.to have worked e

"Last week Messerly told the Legxslature s Jomt ap-
propriations subcommittee that the state liquor monopo- 4
‘1Y will realize the $13-million profit this-biennium. In> g3l
1}1&. he said, he might exceed that profit figure by s40- B

.. ad s

Runnmg the state’s liquor division in a busmesshke

' manner seems to have a drawback, at least as far as the .
. Montana Beer and Wine Wholesalers Assocation is con- . §. - : N

3 . cerned. R BN SN
3+ Roger Tlpp)’. lobbylsl for the beer and wine - S . o

A ML IS e T 2 " o Ao e Ay
¥

. wholesalers. followed up Messerly’s report with the
. charge that the liquor division xsnt playmg faxr in its .
g . wine pricing practices.
h e Tippy asked the subcommxttee to requxre a state
e 4 + markup of 50.to 60 percent on all wines. Currently the .
ippeyo . State uses a three-tiered markup ranging from 40 percent
" to 82 percent. Buf, the state can make exceptxons to its
X | markup rule whenever it suits it.
: Distributors, on the other hand, mark their products up ‘ ¢
: 25 percent and the retailer takes another 25 to 30 percent . f % i "
< markup bringing the total markup to over 50 percent P‘Ft‘” VST S Susgmanagr P
What this means, of course, is that the state is giving - r Madlasoner L
the wholesalers some pncmg compeutxon and they don't e~ -
likg it~ - ~ - : - .
lgow ironic. When the wine initiative was being debated &‘{ ~ ’L" 'l-~. T AT
- in .1978, proponents- were telling us that wine in the bx R /"»-"“ 3 __‘.g_,:{‘..
 grocery stores would,spur competxbon and result.in ™ e L :;.z.,‘,\f' M}J,?,,
:-lower wine prices. -7 ST 3 P .-g
Well, we appear to have the compentwn and the state “:P’ -5 2 ..4"3"‘"
is now offering some wines at lower prices. Much to the S : LI
dxsmay of the private sector.
. 'We'commend the Legislature for ordemg me state to
run it liquor monopoly like a business. And, as long as the,
“state is in the'liquor business. we hope the Legislature :
‘; will continue to set profit goals and let the division do
¢ what it has to to meet those goals.
© - And we suggest that the private wholesalers stop t.heu-
« whining and compete.

. That’s what the wine initiatise was all about, wasn’t it?
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AN slating to the ntats tiquor atores; and am=ncing secktion
4, chapter 62, Laws of 1933 ex. s265. a5 _last amended by

aaction 10, chaptar 172, Laws nf 1939 and RCW $6.16.010.
DE ' IT EYAZJTED BY 'HE LUCGISLATIRE OF THE STATE OF WASIHINGTONT

Soction 1. inction 4, chapter 62, Laws of 1913 ex. 3e58.
as last amanlad by section 10, chapter 172, Laws of 1339 and RCW
66.16.010 ara sach amunded to read as follows:

(1) There sharl‘ba agtablishel at such places £nrouqnout
the staty as the liquor control board, constituted wnder this
title, shall ieecm advisable., stores to ba knawn as “state liguor
storas," for tho nalay of ’diquor {n aussor.danco with  the
aragiqlonn of this title and the rejulacions? PROVIDED, That
tha prices of all liquor shall be fixed by the boarl from time
to time 30 that the net annual rovonie: rec:irel by tha Dboard

therefrom shall aot axczed thirty-—five percent:__ PROVIDED

gl_ggé*ggigggélgL_ggggpt in determining_ _the _retall price__for

(2) the llguor control bonard "ay. trom time to tine, E£i%
the gpoclal price at whiizh purs =thyl alcohol nay ba  s0ld  to
phyaicians 13nd dantists ami tnotitutions rogularly coniluctal as
hospitals, for uz: or conuapting only in zaah hoapitals: and

aay aleo fix the special grice at which puce etayl alcohol may

‘b2 s5ld tn schools, Jollages and unirersities within the state

for wen fopr saienttiic purposos. QW fularly coadnuncted ho~pltals
nyy Daave vight toy pun B RURXE vt iy L Aluahied PRV n taloaral
ey n it
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pLatnl) H-1476/81 p-—2 Crae fuviser--Sec. 1

(3) The liguor coarrol board Aty 116D fix =he upecial
prics at whizh purs sthyt alcohol iy Her i1l Lo any ue?irt13nt,
branh or tnstiturion ot thn tate  of Yashington. feleeral
Jovoernment, S>r ta Aapy person angaged  in maangactuing or
industrial businass ov in scisntitic pﬁr;nitw ragnliring alcohol
for use thereln.

(4) Tha liquov contrnol boari miy also fix a sp:clal prilce

at which pure =thyl Aaleohnl  wiy be soll tn any private

individual, and shall maks rajulations qovaraing  such 3al: of

alcohol to private indlvidualn as shall promote, Aaf nearly A%

may bHe, the ninimun purchass of sush Alcohol Dy HusSh Dar3ons.
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HOUSE OF REPRESENTATIVES

Olympia, Washington

BILL ANALYSIS BILL NO. HPM 586

Comp. Meas.

State liquor store mark-ups

Status Revenue Committee
Brief Title

Date  March 20, 1981

Representative Hastings

Sponsor Staff Contact:Lorentson
3-0514
Committee on__Revenue
BACKGROUND

Consumers can purchase wine from both privately ocwned retail outlets and
liquor stores operated by the State Liquor Control Board. On"the average,

prices charged by state liquor stores apparently are lower than those of com-
petitors.,

Claims have been made that the state maintains a price advantage for
the following reasons:

(1) Liquor stores have a distribution cost advantage because the '
State Liquor Control Board carries out both the wholesaling and retailing
functions involved in the distribution of wine from producers to final con-

suters. In the private sector, these functions generally are handled by i
different fimms. '

-
~

(2) Pricing policies of the State Liquor Control Board do not provide an
appropriate allocation of expenses between wine and other liquor products.

Wine prices are not set at high enough levels to cover a fair share of liquor
board administrative and marketing expenses.

SRMARY

HPM 586 has the objective of reducing price advantages state liquor stores
have over privately owned firms in the marketing of wine. This ocbjective would
be achieved by setting a minimum mark-up over cost which the state would have
to use in pricing wine. Pricing guidelines proposed by HPM 586 also would apply

to strong beer. The minimur required mark-up would be determined by the follow-
ing formula: ’

Minimm Mark-up = 77% of (Delivered cost of product to the
state and state gallonage tax)

The choice of the cost base used to determine mark-ups and the 77% factor
~ was based on a study of product pricing in the private sector.
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Marcu 17, 1981

1717 136th PLLNE Bellevue, Washington 98005 (206) 7471008

IRv GREENGO AND MEMBERS OF THE
House ReveENuE COMMITTEE

DeEAR MEMBERS OF THE COMMITTEE: *
| WOULD LIKE TO COMMENT ON THE POTENTIAL IMPACT OF RAISING THE STATE
GALLONAGE TaX ON WINE. IT 1S CURRENTLY 75¢, AND | UNDERSTAND RAISING 1T TO 85¢

ISOBEING CONSIDERED.,

FIRST, A wORD AB0uT PAUL THOMAS WINES. We ARE NOT QUITE TWO YEARS OLD,
ONE OF ONLY ABOUT 12 WINERIES IIN THE STATE. THE WINERY PRODUCES, WHOLESALES,
AND RETAILS FRUIT AND TABLE WINES IN WASHINGTON AND ipAHO., QUR GROSS SALES
ARE CURRENTLY RUNNING ABOUT $275,000, aAND WE ARE PAYING OVER 12,000 1N sTATE
GALLONAGE TAXES ANNUALLY. OUR EXPENSES CONTINUE TO EXCEED OUR REVENUES. WE.
ARE SSTILL STRUGGLING F OR THE BEAKEVEN POINT.

THE MOST IMPORTANT POINTS | CAN MAKE GONCERNING THE PROPOSAL ARE THESE:
1. TAXES ARE A MAJOR OPERATING EXPENSE FOR A S.MALL WINERY. ON A LIST OF 25
EXPENSES, THE $TATE GALLONAGE TAXx ALONE RANKS NUMBER FIVE IN ITS IMPACT,
THE MORTALITY RATE AMONCG WINERIES 1S WL KNOWN, I Know oOF TWO IN THE LAST

YEAR IN THIS STATE. OuRrR own SURYIVAL GONTINUES TO BE PRECARIOUS, AND THIS
TAX AT 1TS CURRENT RATE 1S ALREADY EXCESSIVE.

-

2. ENOUGH 1S ENOUGH. |F WE WERE A WINERY IN CALIFORNIA AND PAYING THEIR
GALLONAGE TAX, OUR ANNUAL TAX BtLL wouLd BE $300, noT $12,000, AS 1T CURRENTLY
1S BASED ON WINE SALES. |F WASHINGYON WANTS SMALL BUSINESS ToO SURVIVE, ANO,
IN PARTICULAR, THIS WINERY, IT MUBT HELP SMALL BUSINESS IN ITS INFANGY, NOT
PUNISH 17T, Ir ANYTHING, THE TAX SHOULD BE SIGNIFICANTLY REOUCED TO ENCOURAGE
THE INDUSTRY.
3¢ IN MY OPINION IT IS ERRONEOUS TO THINK THAT THIS TAX 1S PASSS ED. ONTO THE
CONSUMERe |T 1S MORE CORRECT TO CONSIDER THE TAX A MAJOR COST OF DOING
BUSINESS, THAT 1S, RUNNING A WINERY IN HIS STATE: THAT IS THE WAY WE LOOK
AT 1T, AND WE ARE VERY UNHAPPY,
| WOULD GLADLY APPEAR BEFORE YOUR COMMITTEE TO RESPOND TO YOUR
QUEST1ONS, BUT THiS THURSDAY IS VERY UNTIMELY, WE ONLY HAVE T WO FULL~T|ME
EMPLOYEES, AND WE ARE CURRENTLY UNDERGOING A FEDERAL AUDIT AND BOTTLING
4,000 BoTTLES OF A NEW WINE ON THURSODAY -
PLEASE KEEP ME INFORMED OF ANY SUBSEQUENT HEARINGS ON THE SUBJECT.

RespecTruLLy,

Bade—

Pave Fo Thomas, 111
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" August 25, 1980

f’rcé:{

Tncvease s

Mr. William A. Johanson ﬁ
6733 - 39th Avenue S.M. S%L

Seattle, Washington 98136

Dear Mr. Johanson:

As 1 explained in my letter of July 29, 1980, the item you mentioned probably was
increased 1in price because the winery increased its price to the Liquor Control
Board.

The State of Washington, or the Liquor Control Board, does not reap a monetary gain,
however, because it adheres to the following procedure:

1. When a winery increases its price, the board takes cognizance of the inventory
of that item on hand, throughout the state system, at the time of the price increase,

2. When the quantity of the item noted by the inventory in. 1., above, is sold,

statewide, the price of the item is raised, statewide, to reflect the price increase
imposed by the winery.

Thus the quantity of merchandise on hand, statewide, at the old, lower purchase price,
is sold at the old, lower, retail price. Customers statewide reap the benefit of
being able to buy the item at the old, lower, retail price until the quantity on hand
at the time of the price increase is exhausted.

But, since some stores sell a given item more slowly than other stores, you can see
that there will be some bottles marked at the old retail price which will be left
over when the increased price goes into effect. They are remarked to reflect the new
price imposed by the winery. But every such bottle that was marked up in this manner
has been offset somewhere in the statewide system by a bottle that was purchased at
the higher price but was sold at the old, Tower price.

Thus it is possible that the bottle you bought was purchased by the Liquor Control
Board at the new higher price, but was marked at the old, lower price until such time
as the quantity of the item on hand at the time of the price increase was exhausted,
statewide. Then the increased price went into effect and the bottle was remarked.

If T can be of any further assistance in this matter, please let me know,

Sincerely,
o . ettt

Leroy M, Hittle

Board Member bc: Pedersen

Watanabe
LMH :mp _ King
Burkettv~
Hanson
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6733 -~ 39th Avenue S.W.
‘Seattle, Washington 98136
August 7, 1980

fuwit o

Washington State Liquor Control Board
Olympia, Washington 98504 :

Attention: Mr. Leroy M. Hittle
Board Member

Dear Mr. Hittle:

You seem to have missed my point, I am not complaining about
the markup.

My complaint simply is why should a wine be clearly stamped
$3.40 then over this stamp another placed, marked $3.75.
|

If the wine $3.40 is properly marked 45.9% above delivery to the

Board, roughly that is 10% when it is $3,75, thus resulting in a
55.9% markup.

Most stores sell the remaining stock on their shelves at the’
stamped price, then restocking with the higher price.

$3.40 and $3.75 for the same wine is not in my mind exactly cricket
for the Liquor Control Board.

If the wine is 45.9% marked up correct, why is it marked up 55.9%.
Your remark, what brand, is superfluous, it matters not what brand,
it matters the policy marking over the properly marked bottle.

How much extra money you have improperly made with this method,

I still have the tags.

Very truly yours,

vy &

William A. Johanson
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